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Introduction 

Recent  news  reports  have  suggested  the  the  Commonwealth's 
contractual  services  ("03")  account  has  become  a  "$150  million 
consultant  grab-bag." 

Voltaire  once  described  the  Holy  Roman  Empire  as  "neither 
Holy,  nor  Roman,  nor  an  Empire".   So,  the  "$150  million  consultant 
grab-bag"  is  neither  "$150  million",  nor  primarily  "consultant", 
nor  a  "grab-bag". 

The  purpose  of  this  report  is  two-fold:   to  put  into 
proper  perspective  the  expenditure  of  public  funds  on  contracts 
in  Massachusetts,  and  to  propose  several  reforms  to  tighten  the 
procedures  for  use  of  contracts. 

Part  I.   The  Myth  of  the  "$150  Million  Consultant  Grab-bag" 

The  myth  of  the  $150  million  consultant  grab-bag  grew 
out  of  an  extensive  study  conducted  by  the  Legislative  Joint 
Committee  on  Post-Audit  and  Oversight.   The  report  contains  a 
great  deal  of  valuable  and  useful  research  and  a  number  of 
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thoughtful  proposals  for  reform.   It  is  regrettable,  however, 
that  public  debate  over  the  subject  of  the  report  has  become 
clouded  by  wildly  exaggerated  impressions  of  the  size  and  the 
nature  of  contracting  in  Massachusetts,  many  of  which  were 
encouraged  by  the  Committee  itself. 

(1)   In  the  first  place,  the  use  of  a  $150  million 
figure  to  describe  consultant  activity  is  wrong.   As  the  Post- 
Audit  Committee  points  out,  the  figure  includes  nearly  $60  mil- 
lion in  payments  to  medical  practitioners  under  the  Medicaid 
program.   This  money  was  deliberately  appropriated  to  the  "07" 
subsidiary  account  by  the  Legislature  in  three  successive  years. 
The  "07"  account  was  used  instead  of  the  "03"  because  it  is  the 
account  for  other  medical  services  subsidized  by  the  Commonwealth 
Most  of  the  money  appropriated  to  the  Medicaid  07  account  is  paid 
to  institutions  (hospitals,  nursing  homes),  but  about  15%  goes 
to  individual  practitioners  (physicians,  dentists,  etc.)  who 
render  services  to  Medicaid  patients,  often  in  the  same  hospitals 
or  nursing  homes. 

Practitioners  paid  under  the  Medicaid  program  are  in 
no  sense  contractors  with  the  Commonwealth.   They  are  selected 
by  individual  Medicaid  eligibles,  not  by  any  state  agency  or 
official. 
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The  implication,  therefore,  that  Medicaid  payments 
are  part  of  the  "consultant"  or  even  "contracting"  picture 
of  state  government  is  grossly  misleading  and  improper.   This 
money  is  not,  should  not  and  cannot  be  considered  payment  for 
contractual  or  consultant  services:   it  is  a  pure  subsidy. 

(2)  Of  the  $90  million  remaining  in  "real"  03  ex- 
penditures, $37  million  (41  percent)  was  expended  by  branches 
and  departments  of  government  not  subject  to  the  Executive  Branch. 
Fiscally  autonomous  institutions  of  higher  education  spent  $34 
million  in  fiscal  1972,  mostly  for  architects,  engineers,  instruc- 
tors, lecturers,  and  working  students.   These  expenditures  have 
been  specifically  exampted  from  Executive  review  by  statute. 
Another  $3  million  was  spent  by  non-Executive  branches  of  the 
Commonwealth  (Legislature,  Judiciary,  Constitutional  Officers). 

(3)  A  total  of  $53  million  was,  in  short,  expended 
from  the  03  account  by  Executive  Department  agencies  other  than 
the  fiscally  autonomous  educational  segments. 

There  are  several  ways  of  breaking  this  total  down 
to  reveal  the  ways  in  which  this  sum  was  spent  and  the  reasons 
for  the  use  of  contractual  services.   Each  of  these  break-downs 
is  also  shown  for  the  entire  $90  million  amount  in  the  appendices. 
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(a)  Federal  Grant  Funds:   Since  unappropriated 
federal  grant  projects  usually  have  a  fixed  and  limited  dura- 
tion and  often  require  special  skills  not  otherwise  available, 
project  services  are  often  obtained  on  a  contractual  basis. 

Of  the  $53  million  spent  by  Executive  agencies,  $8  million  was 
from  federal  grant  sources. 

(b)  Companies  vs.  Individuals:   $28  million  (53 
percent  of  the  $53  million)  was  expended  by  Executive  agencies 
to  purchase  services  from  companies  (corporations,  institutions, 
organizations),  rather  than  from  individuals.   The  wide  range 
of  company  contracts  is  illustrated  by  the  following  examples: 

—  St.  Francis  Church  of  Belchertown,  for  religious 
services  at  Belchertown  State  School, 

--  Massachusetts  Eye  and  Ear  Infirmary,  for  eye  clinics 
at  Worcester  State  Hospital, 

—  Arthur  D.  Little,  Inc.,  for  a  telephone  rate  study 
for  the  Department  of  Public  Utilities, 

—  WBZ-TV,  to  produce  educational  programs  for  the 
Department  of  Education. 

There  are,  to  be  sure,  opportunities  for  abuse  in  contracting 
with  companies;  but  the  high  proportion  of  company  contracts 
should  dispel  the  notion  that  the  03  account  is  simply  a  patronage 
grab-bag  for  favored  individuals. 
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(c)   Type  of  contract:   The  wide  variety  and  necessary 
nature  of  most  of  the  contractual  services  rendered  under  the 
0  3  account  are  illustrated  by  the  following  break-down  of  the 
Executive  Department's  $53  million,  by  type' of  work: 
Architects  and  engineers  $18,539,872 

Instructors  and  lecturers  1,351,240 

Legal  services  343,620 

Medical,  dental,  veterinary  7,803,288 

Religious  services  706,037 

Other  professional  services  16,861,092 

Janitors,  cleaners,  exterminators  1,038,307 

Students,  patients,  institution  residents  678,128 

Court  reporters,  secretaries  to  special  commissions         53,647 
Other  nonprofessional  services  4,862,728 

Contained  within  these  categories  are  contracts  for  services  such 
as  the  following:   $3.5  million  for  medical  services  to  wards  of  the 
Youth  Services  Division,  inmates  in  correctional  institutions,  and 
patients  in  Public  Health  and  Mental  Health  hospitals;  $800,000 
for  state  pre-payments  to  county  mosquito  control  programs,  for 
the  services  of  individuals  hired  by  County  Boards;  $800,000  for 
instructors  and  lecturers  in  state  personnel  training  programs, 
Youth  Service  programs,  and  programs  run  by  the  Department  of 
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Education;  $700,000  for  architects  and  engineers  hired  mostly 
by  Public  Works;  $600,000  for  religious  services  provided  by 
chaplains  at  correctional,  youth  services,  public  health  and 
mental  health  institutions;  $480,000  to  485  Commonwealth  Service 
Corpsmen,  many  of  them  elderly  persons,  paid  an  average  of  $80 
a  month  to  render  services  to  the  state's  senior  citizens; 
$350,000  for  boring,  soil  samples  and  structural  testing  for 
Public  Works,-  $200,000  for  legal  services,  most  of  it  for 
conveyancing  and  eminent  domain  work;  $275,000  for  medical 
services  for  state  employees  injured  on  the  job. 

This  kind  of  enumeration,  which  can  be  extended 
much  further,  is  presented  to  illustrate  that  the  overwhelming 
bulk  of  03  expenditures  represent  legitimate  and  necessary 
state  activities,  which  by  their  nature  present  no  particular 
occasion  for  patronage  or  evasion  of  legislative  intent,  and 
which  would  not  even  be  considered  "consultant"  services  as  the 
term  is  normally  understood. 

That  said,  it  is  equally  true  that  there  is  potential 
for  abuse  in  the  03  account.   It  is  in  the  exposure  of  such 
potential  and  actual  abuses  that  the  Post-Audit  report,  stripped 
of  its  exaggerations  and  rhetoric,  performs  a  valuable  public 
service.   In  the  next  section,  we  outline  what  we  consider  the 
real  problem  areas  in  contracting,  and  suggest  a  program  of  reform 
to  combat  these  problems. 
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Part  II.   Reform  of  Contracting  Procedures 

A  careful  review  of  the  state's  contracting  process 
indicates  several  areas  which  need  attention,  including: 

—  retroactive  payments  7 

—  use  of  03  contracts  for  services  which  should  be 
rendered  by  state  employees; 

—  state  employees  receiving  simultaneous  income 
from  contracts ; 

--  inadequate  professional  review  of  planning  and 
management  contracts  7 

—  provision  of  employee  fringe  benefits  to  contractors 

The  following  proposals  address  these  problems. 

1.  Prohibition  of  Retroactive  Payments;   We  have 
already  instituted  the  first  reform  in  this  program.   Effective 
January  15,  1973 ,  no  payments  will  be  made  for  contractual  ser- 
vices rendered  prior  to  the  approval  of  the  contract  by  the 
Commissioner  of  Administration. 

2.  Reform  of  Personnel  and  Civil  Service  Systems: 
The  underlying  cause  of  much  misuse  of  the  03  category  is  the 
inflexibility  and  slowness  of  the  personnel  system.   The  dif- 
ficulty and  delay  involved  in  establishing  personnel  positions 
has  motivated  department  heads  to  resort  to  the  03  contract  as 
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a  substitute.   The  Reorganization  plan  for  Administration  and 
Finance  outlines  a  comprehensive  program  of  reform  of  the  state 
personnel  system  —  by  merging  personnel  agencies,  decentralizing 
certain  approval  powers,  and  reforming  the  personnel  and  civil 
service  laws.   Adoption  of  these  reforms  will  eliminate  the 
motivation  for  circumvention  of  the  system. 

3.  Blanket  Contracts;   The  Comptroller  has  already 
begun  requiring  that  all  vendors  paid  under  a  "blanket  contract" 
with  a  state  agency  establish  vendor  numbers  and  that  all  pay- 
ments be  recorded  in  the  state's  automated  financial  information 
system.   No  blanket  contract  will  be  approved  or  renewed  after 
April  1  if  the  same  services  can  be  provided  by  means  of  the 
establishment  of  part-time  positions.   In  cases  where  this  is 
not  possible,  the  blanket  contracts  must  list  the  name  and  vendor 
number  of  all  individuals  or  companies  who  will  be  eligible  to 
receive  payments  under  it  in  order  for  the  contract  to  receive 
approval. 

4.  Contracts  Office:   A  contracts  office  will  be 
established  within  the  Office  of  State  Planning  and  Management  to 
review  contracts  for  professional  planning  or  managment  services, 
to  judge  the  work  product  proposed  and  the  qualifications  of  the 
contractor  to  perform  the  work.   A  copy  of  the  product  produced 

as  a  result  of  any  such  contract  must  be  provided  to  the  contracts 


-  9  - 

office,  where  it  will  be  evaluated.   The  contracts  office  will 
establish  a  formal  procedure  for  reviewing  the  professional 
qualifications  of  individuals  or  firms  which  are  proposed  to 
undertake  such  contracts . 

5.  Prohibition  of  "03  Employees";   Every  contract 
with  an  individual  must  state  whether  the  individual  is  to  be 
paid  an  hourly  or  daily  rate  (as  opposed  to  a  single  sum  for  the 
entire  job) ,  and  whether  he  will  be  subject  to  direct  control  and 
supervision  by  the  contracting  agency.   If  the  answer  to  either 
question  is  in  the  affirmative,  the  agency  will  be  required  to  es- 
tablish a  temporary  position  (02). 

Under  no  circumstances  will  individuals  on  03  contracts 
be  permitted  to  join  the  state  employees'  retirement  or  group 
insurance  programs. 

6.  State  Employees  Receiving  Contracts:   The  fact, 
as  pointed  out  by  the  Post-Audit  Committee,  that  some  state 
employees  receive  additional  income  from  contractual  services 
raises  the  spectre  of  "salary  supplements."   Salary  supplements 
are  clearly  illegal  and  will  under  no  circumstances  be  permitted. 

The  report  of  the  Post-Audit  Committee  does  not,  how- 
ever, suggest  any  evidence  whatsoever  that  contracts  have  in  fact 
been  used  to  supplement  employees'  salaries.   The  evidence  turned 
up  by  the  Committee  and  by  our  own  investigation  indicates  that 
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most  cases  involving  payments  out  of  the  03  account  to  state 
employees  are  of  three  types.   (1)  The  03  account  is  used 
whenever  an  agency  engages  the  services  of  an  employee  of  another 
agency  on  an  overtime  basis.   This  is  a  common  method,  for  example, 
for  Registration  Boards  and  the  Civil  Service  Division  to  hire 
monitors  for  examinations  held  on  Saturdays.   (2)  Many  faculty 
members  at  our  public  institutions  of  higher  education  teach 
night  courses,  summer  courses,  graduate  courses  and  state  employee 


in-service  training  courses  on  a  contractual  basis.   (3)  Many 
doctors  and  other  medical  practitioners  on  the  state  payroll 
render  services  on  a  per-visit  basis  to  inmates,  patients, 
handicapped  persons  and  others  cared  for  by  the  state. 

We  have  considered  a  flat  prohibition  on  state  employees 
receiving  additional  income  from  contractual  services.   But  we 
reject  that  course  for  the  following  reasons:   (1)  it  would  place 
state  employees  seeking  small  supplementary  sources  of  income  at 
a  distinct  and  unfair  disadvantage  relative  to  non-state  employees; 
(2)  it  would  severely  restrict  the  field  of  academic  professionals 
from  which  instructors  for  continuing  and  graduate  education 
programs  could  be  drawn;  and  (3)  it  would  further  reduce  the 
attractions  of  low-paying  state  medical  professional  jobs  and 
would  drastically  restrict  the  field  of  professionals  willing  to 
render  occasional  medical  services  at  the  state's  low  rates. 
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We  will,  however,  closely  scrutinize  all  contracts 
involving  state  employees,  especially  those  involving  manage- 
ment-level employees  whose  scope  of  duties  should  include  work 
outside  of  the  routine  and  beyond  normal  hours.   Under  no  cir- 
cumstances will  the  requirement  to  disclose  other  sources  of 
income  be  waived  for  individual  employees,  and  a  careful  record 
of  duties  and  hours  will  be  required  from  management  and  pro- 
fessional level  employees. 
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FISCAL    YEAR    ENDED    JUNE    30,     1970 
03    EXPENDITURES    BY    OBJECT 


Object 
Code  Service 


121  Architects  &  Engineers 

149  Other  Professional  Services 

124  Instructors  &  Lesturers 

219  Other  Non-Professional  Services 

126  Medical,  Dental,  Veterinarian 

&  Medical  Lab 

202  Students.   Patients  and  Institution 

Residents 

201  Janitors,   Cleaners  &  . 

Exterminators 

125  .  Legal  Services,  Including  Judges 

127  Religious  Services 

203  Court  Reporters  &  Secretaries 

to  Special  Commissions 


Amount 


%  of  Total 


$23,399,770.31 

36.7 

16,068,223.96 

25.2 

6,430,961.25 

10.1 

5,374,943.48 

8.4 

5,290,673.83 

8.3 

4,549,244.61 

7.1 

1,113,723.60 

1.8 

727,305.98 

1.1 

710,396.79 

1.1 

94,201.17 

.2 

$63,759,444.98    * 

100.0 

*     Does  not  include  Accounts  Payable  &  Advances 


FISCAL    YEAR    ENDED    JUNE    30,     1971 
.03    EXPENDITURES    BY   OBJECT 


Object 
Code  Service 

121  Architects  &  Engineers 

149  Other  Professional  Services 

126  Medical,  Dental,  Veterinarian 

&  Medical  Lab 

124  Instructors  &  Lecturers 

219  Other  Non-Professional  Services 

202  Students,   Patients  and  Institution 

Residents 


201  Janitors,   Cleaners  & 

Exterminators 


125  Legal  Services,  Including  Judges 

127  Religious  Services 

203  Court  Reporters  &  Secretaries 

to  Special  Commissions 


Amount 

%  of  Total 

$  32,079,384.06 

31.7 

26,502,345.32 

26.2 

18,722,760.67 

18.4 

8,157,247.90 

8.1 

7,184,709.42 

7.1 

5,577,888.07 

5.5 

1,296,509.87 

1.3 

850,739.43 

.8 

712,827.52 

.7 

175,077.97 

.2 

$101,259,490.23     * 

100.0 

*     Does  not  include  Accounts  Payable  &  Advances 


FISCAL    YEAR   ENDED   JUNE    30,     1972 
03    EXPENDITURES    BY   OBJECT 


Object 
Code  Service 


121  Architects  &  Engineers 

149  Other  Professional  Services 

124  Instructors  &  Lecturers 

126  Medical,  Dental,  Veterinarian 

&  Medical  Lab 

219  Other  Non- Professional  Services 

202  Students,  Patients  and  Institution 

Residents 

201  Janitors,  Cleaners  & 

Exterminators 

125  Legal  Services,  Including  Judges 

127  Religious  Services 

203  Court  Reporters  &  Secretaries 

to  Special  Commissions 


Amount 

%  of  Total 

$28,102,634.44 

32.7 

23,482,779.61 

27.3 

8,578,151.46 

10.0 

7,880,074.71 

9.1 

7,738,724.70 

9.0 

6,924,036.65 

8.0 

1,396,779.60 

1.6 

951,968.82 

1.1 

761,796.91 

.9 

224,773.96 

.3 

$86,041,720.86    * 

100.0 

*     Does  not  include  Accounts  Payable  &  Advances 


FISCAL  YEAR  ENDED  JUNE  30,1972 
0  3  SERVICES  NON  EMPLOYEES  BY  DEPARTMENT 


Total 
.  Expend.   Department 


Expenditures 


%   Of  Total  03 


.0 


Higher  Education 


$33,693,338.59 


37.1 


.6 


Public  Works 


15,078,047.56 


16.6 


Executive 


Public  Welfare 


Mental  Health 


Education  (other  than  Higher) 


Natural  Resources 


Public  Health 


M.  D.  C. 


Labor  &  Industries 


Treasurer 


Community  Affairs 


Agriculture 
Legislative 


Correction 


Attorney  General 


Youth  Service 


Judiciary 

Civil  Service  &  Registration 


Public  Utilities 


Secretary 


Commerce  &  Development 


All  Other 


9,090,276.09 

10.0 

7,948,460.91 

8.7 

6,292,065.40 

6.9 

2,586,280.86 

2.8 

2,487,437.59 

2.7 

2,249,876.66 

2.5 

1,786,029.78 

2.0 

1,572,565.89 

1.7 

1,513,775.71 

1.7 

1,443,861.99 

1.6 

878,555.63 

1.0 

858,763.04 

.9 

801,958.89 

.9 

562,317.63 

.6 

521,787.32 

.6 

504,003.05 

.6 

299,877.61 

.3 

217,451.50 

.2 

192,737.01 

.2 

143,559.15 

.2 

167,480.02 

.2 

$90,890,507.88 


100.0 


FISCAL  YEAR  ENDED  JUNE  30,1972 
0  3  SERVICES  NON  EMPLOYEES  BY  DEPARTMENT 


Of  Total 

gt.  Expend.   Department 


5.6 

6.4 
.9 
3.7 
1.3 
5.7 
3.4 
2.2 
1.8 
2.7 
6.4 
29.7 
6.9 
2.2 
20.9 
4.3 
4.4 
5.9 
13.2 
7.9 
2.8 
.1 


Higher  Education 


Public  Works 


Executive 


Public  Welfare 


Mental  Health 


Education  (other  than  Higher) 


Natural  Resources 


Public  Health 


M.  D.  C. 


Labor  &  Industries 


Treasurer 


Community  Affairs 


Agriculture 


Legislative 


Correction 


Attorney  General 


Youth  Service 


Judiciary 

Civil  Service  &  Registration 


Public  Utilities 


Secretary 


Commerce  &  Development 


All  Other 


Expenditures 
$33,693,338.59 


15,078,047.56 


%   Of  Total  03 


37.1 


16.6 


9,090,276.09 

10.0 

7,948,460.91 

8.7 

6,292,065.40 

6.9 

2,586,280.86 

2.8 

2,487,437.59 

2.7 

2,249,876.66 

2.5 

1,786,029.78 

2.0 

1,572,565.89 

1.7 

1,513,775.71 

1.7 

1,443,861.99 

1.6 

878,555.63 

1.0 

858,763.04 

.9 

801,958.89 

.9 

562,317.63 

.6 

521,787.32 

.6 

504,003.05 

.6 

299,877.61 

.3 

217,451.50 

.2 

192,737.01 

.2 

143,559.15 

.2 

167,480.02 

.2 

$90,890,507.88 


100.0 


ANALYSIS  OF  03  EXPENDITURES 


FOR  FISCAL  YEAR  ENDED  JUNE  30,  1972 


BY  SOURCE  OF  FUNDS 


Budgetary 

Bond  Funds 

Federal  Grants  (Unappropriated) 

Total  03  Expenditures 


$57,566,819.02 


17,263,482.85 


16,060,206.01 


$90,890,507.88 


ANALYSIS  OF  03  EXPENDITURES 

FOR  FISCAL  YEAR  ENDED  JUNE  30,  1972 

BY  NATURE  OF  VENDOR 


Companies  $  41  million 

Individuals  16  million 

Agencies  (blanket  contracts)  33  million 

$  90  million 
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